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P R 0 C E E D I N G S

--ooo--

2

3

CHAIRMAN GARAMENDI:

The other members of our

4

Committee are either on their way or not going to be here,

5

and there will be a couple more joining us in a few moments.

6

We've made commitments with regard to our

7

participants today, on time, and when they can leave and when

8

we'll be finished.

9

tight schedule.

10

So I'm going to try to keep to a very

I want to welcome, first, our participants and

11

introduce them to, I guess, each other and to anybody that's

12

really interested.

13

Doug Henton is from the SRI International, as is

14

Steve Waldhorn.

Tony Quinn is from the Department of

15

Commerce within the Administration.

16

chief economist for Bank of America, now with the Hoover

17

Institute.

18

Long Range Policy Planning Committee.

Walter Hoadley, former

And Senator Alquist and myself as members of the

19

This is the first in the series of six roundtables

20

that the Senate Select Committee on Long Range Policies will

21

use to collect, analyze and discuss critical issues which

22

must be addressed in order to keep California competitive

23

over the next 15 years to 20 years.

24

Usually, the Legislature works to resolve current

25

problems.

We develop policies on a daily basis, assessing

26

the impact of those decisions on California this week, next

27

month, perhaps over the next year or so.

But very, very

28
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1

rar

2

next

do we look to the future, unless it happens to be our
ion.

3

Major policies tend to be adopted only when there•s

4

a crisis.

We respond in reactive manner, attempting to

5

develop the best policies for the moment.

6

unfortunately, losing sight of the long-term impact of our

1

decisions.

8

has been and where we are headed.

But sometimes,

We rarely step back to reflect on where the State

9

We do not spend our time or energy addressing major

10

issues, which in the long run will be critical to the State's

11

mai

nence of its competitive edge.
For this reason, the Senate Select Committee on

12

13

Long Range Policies is different from most legislative

14

committees.

15

rowth in California's economy, its present strengths and
weaknesses.

17

We will review the conditions that have led to

And the challenges that confront us to remain

competitive under the threat of both domestic and foreign
tition.

18

19

We will study what are the issues that must be

20

addressed if this State is to accommodate the 33 million
who are projected to live here in the year 2000.

21

22

The

Committee plans to develop a legislative agenda of long-range
icy based upon the work of the Staff, a contract that we
have

25
26
27
28

and

th SRI International, with our advisory committees,
th the roundtables.
I'm happy to announce today that we have formed an

itorial board for our Committee's report and the
appointments of the chairs of three of our advisory
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committees.

The editorial board members will be Melanie

2

Lomax, Joel Kotkin, John Emerson, Hal Kwalwasser, and

3

Andy Saf ir.

4

Elinor Glenn is the chair of the Human Resources

5

Advisory Committee.

6

Industrial Competitiveness Advisory Committee.

7

Nichols will chair the Public Sectory Advisory Committee.

8
9
10
11

Regis McKenna is the chair of the
And Mary

Attachment II of the Committee's agenda, which I
believe most of you have, describes the proposed schedule of
roundtables.
Today, the Committee will receive information on

12

California's economy, its key industries and the conditions

13

which led to our growth.

14

and weaknesses in those industries.

15

hear about research on robotics and biotechnology, which are

16

industries of the future.

We will hear about the strengths
And in addition, we will

17

SRI International is under contract to the Senate.

18

And they will describe their work plan for investigating and

19

making long-range policy recommendations for the key

20

industries in California.

21

briefly the members of our roundtable today.

22

that in just a little more detail, to give some background on

23

these individuals.

24

I've introduced to you very
I'd like to do

Walter Hoadley was the senior economist for the

25

Bank of America from 1968 to 1981.

Prior to joining the

26

bank, he was chairman of the Federal Reserve Bank in

27

Philadelphia, and he is currently a senior fellow at the

28

Hoover Institute.
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1
2

public policy

Steve Waldhorn is the director

He has been directing SRI's

center at SRI Internat

3

ram, which has worked with

c revitalizat

4

states and

5

ivate corporat

to develop innovative

ies for the economic development, including a major

6

the industrial revitalization of the midwest.

7

Douglas Henton is the senior policy analyst at

8

SRI 1 s public policy center

9

pr

ects on economic revitalization, including a current

10

pr

ect with the Council of State Planning Agencies on new

11

state strategies for economic development.
And Tony Quinn is the Director of the Office of

12

13
14

At SRI he has led a number of

c Research at the State Department of Commerce.
esenting Kirk West.

r

15

He is

Prior to his appointment, he was the

licy director for the Assembly Republican Caucus for four

16

rs.

17

Before I

ask Mr. Hoadley to begin the presentation,

18

Senator Alquist, do you have any comments you would like to

19

ma

As is our nature, we always allow our

ues to comment if they choose to.

20

SENATOR ALQUIST:

2

22

Well, Mr. Chairman, I

think

've covered the purpose of the Committee very well.
t

on
25

at this time?

And

encouraging to see the Senate come up with a committee
range policy planning.
Unfortunately, long range planning has been sort of

26

a dirty word as far as government is concerned.

27

ourselves all too often reacting to events, rather than

28

creating them ourselves.

I

And we find

nk this is a step in the right
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direction.
2

I look forward to working with you.
CHAIRMAN GARAMENDI:

3

Senator Alquist.

4

have at it.

5

Thank you very much,

Mr. Hoadley, if you will start us off and

MR. HOADLEY:

Fine.

Thank you, Mr. Chairman,

6

Senator Alquist, ladies and gentlemen.

I particularly

7

appreciate the opportunity to be a part of this panel this

8

morning.

9

As you've said, it's not too common that long-range

10

planning is a source of some of the discussion in government.

11

And my theme today is the future of California, threats and

12

opportunities.

13

all know the strengths of California, and we have a great

14

many of them, more so than other states to a considerable

15

degree.

16

Which means that I'm fully convinced that we

But we also have some problems, that I think you

17

are to be commended in having the courage and the desire to

18

look at.

19

planning is not a science.

20

we have.

21

main issues are.

22

I would only caution everyone that long-range
But we're using the best judgment

And I think our objective is to identify what the

California, of course, has had a strong upward

23

momentum for a long time.

24

now, where we have to try to nurture it, so it will continue

25

to the year 2000.

26

And I think we're at that point

And in all probability, we face a somewhat slower

27

growth.

We've been operating pretty consistently on an

28

average of about three percent of real growth.

And we may
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1

because of the slowing

some of our

es.

3
4

been deliberate or conscious, it's worked.

5

great

6

cer

7

resources.

of -- waves of people with new ideas.
nly have risk takers.
We've

8

9
10

We've attracted a

We've had the financial

, of course, the

ain to Cali

United States, and indeed

11

indivi

a great

we have attr
fact a brain

We

s, in

a, from elsewhere in the
overseas.

I think, however, that we would be r

ss not to

12

r

13

The nature of our industr es, the strength of them, has

ize that we've also had some other things operating.

14

us to pretty well dampen the business cycle.

15

not dead by

16

r

It's

means in California, but we've had ripples

ther than severe declines.

17

think we can say as we look ahead, because of the

I

18

severe recess

19

the str

20

state and across the country -- that the business cycle over

21

the next ten

and some moderation

federal policies and

h -- it's a revitalization taking place in our

22

s is more li

to be milder.

have more frequent little ups
the chur

24

of different
But I

25

We'll

downs because of

tries.

nk we will find most

our problems will

a shorter duration as they affect the State as a whole.

26

So a

27

shorter, provides an opportunity to move ahead progressively

28

ithout having the severe decline dimension that has been a

t

lder, a lit

more frequent, and a little more
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major threat to the country for some time.
2

the way the outlook appears at the moment.

3

But obviously, California can't rest on its

4

laurels.

5

for success.

6

and we have some opportunities.

7

point is to look and see what these are.

8
9
10

At least that's

We certainly haven't found the perpetual formula
And as I've indicated, we have some threats,
And I think the important

Fortunately, California is not playing a catch-up
game.

We are playing a leadership game.

And the question is

whether we will be able to maintain that leadership.

11

And as far as the threats are concerned, they seem

12

more certain, perhaps, to a forecaster to materialize.

13

opportunities are going to depend heavily upon the attitude

14

of citizens, of government leaders, business leaders, and

15

others, as to whether we're prepared to move ahead with the

16

requirements to capitalize on these opportunities.

17

And the choice is clear.

The

Either we continue the

18

dynamism of California, or we stifle it, consciously or

19

unconsciously, by trying to preserve too much of the past.

20

People in this state have been willing to accept

21

change, and hopefully they'll continue to.

But it gets

22

tougher all the time, because people get hurt in the process

23

of change.

24

And we can say generally for the United States, and

25

it must be true for California, the change is moving at least

26

25 or maybe 50 percent faster than any other place in the

27

world.

And you have to keep your seat belt fastened to be a

28
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Californian.

1

So far we've had a snugging up, and we're

eats?

But what are the

3

I

ink the first one

nds me that people have told me many times they've

4

r

S

observed that a government doesn't do anything that you can't

6

count.

7

d

And here we're dealing with some issues that are
t to count.

f

The first issue is the image

8

9

California, both

thin the state and particularly outside the state.

10

Admitt

11

in the minds of people whether the quality of life here was

12

very positive, but we've always had the question

iorating.

t

15

In terms of, whether it be smog or

it, and many are, have always had some doubt

about it.
'rhere' s been a

16

t

the certainty or the

17

uncertainty about our political and social structure.

18

seem, at times, to surprise the rest of the world.

19

perhaps we'll continue to do that, hopefully.

20

causes some uncertainty.

21

we are maturing.
rom here on

25

And

But that

But I think the new threat to California is the

22

24

We

That we have a mature economy.

n, it's

ess as we have pr

And

ing to be more conflict and less
, because we're pushing on our

resources.

26

We have transportation difficulties, our population

27

pressures, our institutions are a little old.

28

rnaturi

is one, I think, we keep in mind.

And so image of

Again, as leaders
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that's a threat.
2

We have a job to do.

Secondarily, and I think this is important, we have

3

to recognize California has a two-tier economy.

4

older industries that are indeed having trouble, struggling.

S

These are the manufacturing industries.

6

in the same degree, by any means, of what middle west

7

industrial states have.

8

We have

We don't have them

But whether we're talking about steel, we're

9

talking about chemicals, we're talking about many of the

10

older industries of metals generally, that were great in

11

bringing America to where it is.

12

But now, competition from abroad -- and I sat at

13

the last board meeting of a steel company the other day as it

14

went out of business in California, as evidence that it's

15

tough to compete in the real world.

16

So the problem then is not only industry, but

17

agriculture.

18

agriculture anywhere in the world is in trouble in

19

California.

20

the near future.

21

Agriculture which is great, the greatest

And it doesn't look likely to come out of it in

And then in some industries, for example the

22

financial service industry, we simply have excess capacity.

23

It's a process of changing an industry which is going to have

24

to stand the test, does it need all the institutions.

25

it an orderly or a disorderly retreat that we're talking

26

about.

27
28

And is

And so a second, then, threat is this question of
older industries, or sometimes I call them surplus
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10
to

ndustries, the glut industries, that

sectors where we

tries and the areas

3

for

The
shortages

making it difficult

ch are putting pressures on prices

4

5

te of that.

The third threat is the

2

down.

ifornia to compete.

6

We're all familiar with the housing problem, the

7

shock, if you come from Westchester, New York, into

B

California, you know that you're in a different world.

9

we have problems of where people are going to be housed and

10

·can

afford it.
And the complaints are rising, threats of rent

11

And that's a self-defeating process economically,

12

cont

13

but it's a reali

14
15

And

that people are concerned about.

Energy costs.

Although we have abundant energy,

's more expensive here.

Our hydroelectric is helpful, but
is relatively cheaper.

16

to the northwest and around us,

17

And of course, water is a chronic problem, and others are

18

much more familiar.

19

But we have a problem of cost competitiveness.

20

to have something that's unusual and strong in order to

2

compete, because people want what we have, because what we
some

22
i

24

as in terms

udes the cos

its cost.

of some ski

Number four is a threat.

And that, of
workers and others.

We have the problem at

25

the moment, not certainly of any serious proportions, of

26

very high dependence on government contracts for defense.

27

We

California

25 percent or more of many of the

28
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somebody's opinion, our fair share.
2

people.

3

that.

4

11
It isn't enough for many

But we're dependent on it, we have to know about

A change in defense policy is likely to affect us

5

adversly, although we're not doing the same kind of materiel

6

production that you'll find in other parts of the country.

7

Ours

8

vulnerability to a policy change there.

i~

high tech, and so on.

Nevertheless, we have a

9

And then finally we have a subject which nobody

10

wants to talk about publicly, but which is smoldering all

11

over the cocktail circuits and the 19th holes and in the

12

church circles of California.

13

just diplomatically say, cultural pockets, disharmony,

14

potential social difficulties as our population explodes.

15

And that is something I'll

Estimates are running wild, quietly these days, of

16

the United States should be prepared for 50 million people

17

coming over the borders in the next generation or less.

18

California, presumably, would get a considerably more than

19

ten percent of that.

20

It's not a question of whether you're for it or

21

against it.

22

we prepared?

23

And

We're talking about the economic reality.

Are

And as one of my colleages at Hoover put it the

24

other day, there's a sleeping monster there that could wake

25

up in the next five or ten years.

26

rather substantial, restless alien element.

27

managed very successfully, more than probably any other

28

state, to meld our people.

And it could involve a
And we've
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1

str

ain drain I mentioned, has

th, the

2

been one

3

in

i

4

cert

nly not all three or four-generation Californians like

5

some of us.

the
nia.

of vitality

eat

's taken place

Look who's starting new businesses, they're

They're people who have come in.

6

The gold medalist at the University of California

7

didntt speak English ten years ago, and walks away with the
honors.

8

9
10

There's a dynamism there.
yet

up to the threat

12

then

13

r

quickly, at the opportunities.

Because in many

they're much more interesting and exciting.

The first of these is the opportunity to improve

18

and continually update our infrastructure.

19

br i

22

23

Because

threats seriously, but in stride, and move on to the

17

21

Let's take a look

tively things happen when we think that we can take the

14

20

don't think we've

what that involves.

Well, so much for the threats.

11

15

But I

And I don't mean

and roads and schools totally, in any sense at all.
I

mean the people.

Very super

The human resources of our

in many respects, but so are they

in many other

ts

United States.

And the

ition is intense.
I

24

25

It's not automatic that people come to California
the way they might have in the past.

Scholarships, whole

26

stions of how we update.

27

ing from our observation, that young people today should

28

And I think many of us are

two or three careers in a lifetime.

And an upgrading.
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13

You can't go through school and expect to be a
2

successful Californian living off your education of the past.

3

There's a need for a substantial update there.

4

But we also have a problem that's partly an image.

5

We have to motivate people to do a better job.

6

impression in California that, you know, we're on a roll.

7

There's an

But there are a lot of people who are cutting a lot

8

of corners in terms of the service, what they deliver.

9

there's a lot of disappointment.

10

And

Are we getting a little

soft?

11

So we've got to motivate.

And we don't know how to

12

do that too well.

13

can motivate people, and recognize that they're competing

14

with others all over the world, then there's no reason why we

15

can't maintain-- but there's a job to be done.

16

But the opportunity is there.

And if we

And I think you people in government are certainly

17

in a mood these days to see that very positively.

18

there's legislation pending right now.

19

you're involved in this, on helping teachers internationalize

20

their thinking, and so on.

21

good.

22

And I know

I think, Senator,

And I think that's all to the

The second opportunity comes out of the fact that

23

we must have a better understanding in California of the

24

international stake that we have.

25

of the American people, and I dare say a little less than

26

that in California, don't care what happens outside of the

27

boundaries of the United States.

28

problems, and there's nothing there for us.

Unfortunately, 60 percent

And what happens is
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14
1

The truth

2

rest

3

s state is now more dependent

s

t

wor
even 20

about 15, or

4

, cer

5

world.

6

the

u.s.

in modern history.
cent of the California

economy, being tied to the rest

Many of us are thinking when it was four or five

7

even a decade ago.

And unless and until we see the

8

jobs that are created by

9

lost by exports-- we see the influx, the capital that's

10

ng into California.

dr

11

one of the problems is illustrated by the

'd have to

fact that our best guess is we have 8,000 Japanese business

in America today, 15 or more percent in California,

14

15

16

We see the people.

But the opportunity overseas -- and Mr. Chairman,

12

13

ts, as well as those that are

king our language and a part of our culture.

Living here

and doing things.

17

And we mi

c

18

:t

t have 40 Americans and maybe a handful
Our young people are

nia willing to go

noring languages, are not being encouraged nearly enough,

19

i

20

i

judgment, to be a

21

th

to do.

22

It's a real
be on the side

24

t of the world.

It's not the

politically, or otherwise,
ng somethi

about American

eign

c policy.

25

In my own judgment, we have to look as to how we

26

can j

n the rest of the world, not withdraw from it, in our

27

own

fish interest.

28

That one is an opportunity, not an

, but it needs to be looked at.
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Number three, we've got to preserve -- and not in a
2

negative sense, but in a positive sense -- the climate for

3

venture capital.

4

not the greatest savers.

5

fine.

6

bailing us out right now.

7

money for a whole host of reasons.

8
9
10
II

As Americans, and as Californians, we're
We're users of credit, and that's

But saving available around the rest of the world is
People are coming in with their

We've got to preserve that climate, because there's
more venture capital in California right now than any other
state.

But it's getting a little bit tired.
The three to five years ago when things were real

12

hot, now the final returns, as to whether those new ventures

13

are good or bad, are coming in.

14

well as successes.

15

And there are failures as

And it's easy to run for cover.

So venture, new businesses -- the strength has not

16

been in the Fortune 500.

17

of America.

18

jobs in the last decade in this state and elsewhere.

19

there's consolidation and changes taking place.

20

It's been in the small businesses

And they've created certainly 80 percent of the
And

But the small business, we need more information on

21

the successes.

22

Washington, so much as it's due to the fact that people have

23

seen opportunity.

24

California, the leaders, and see what their complaints are.

25

Filling out forms, doing all kinds of regulatory things, well

26

intentioned.

27
28

This isn't due to any policy in Sacramento or

But talk to the small businesses of

And we've managed, despite that, to have this
tremendous amount of entrepreneurship.

Let's nurture it, is
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what I'm saying, and we have to work at it.
2

sour

j

3

The opportuni

4

It's the key

tern.

number four is the California tax

It's got all kinds of problems in it that we're

5

f

6

have tried to simplify it.

iar with.

7

And I

ifornia cannot af

But

8

na ion.

9

diffi

Tax r
t.

know this Administration and others

d to get behind the

may be a nebulous concept and politically

But with 45 or 50 percent of the American people

10

and Californians paying somebody else to fill out their tax

11

form, many people very uptight about the whole system,

12

airness and what have you, we can ill afford in California

13

to have a reform at the national level and we're dragging

14

behind.
And we've had

t problem in the past, and we've

16

to look at

17

to have a tax

18

invest more, not less.

19

and basically, we've been

20

t

etty car

ul

in my judgment.

We've

tern that encourages people to earn and
And that's what we've struggled with,
to have.

But that's the

lenge.

21

And then finally, the other side of what I called

22

the

23

can to more ful

24

five percent, or maybe even as many as ten percent of the

25

Californians who feel out of the mainstream of our society.

26

This is part of mental problems, part of them are physical

27

28

ssue involving people.

We've got to do everything we

integrate the newcomers.

oblems, of drug rehabilitation.

And we have

Many of them a life style.

They don'
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But that's a very big portion of our society and
2

potentially can be a problem.

3

my friends at the Hoover Institute tell me, we're getting

4

illiteracy in both languages, if it be Hispanic and English,

S

rather than literacy in one and knowledge in the other.

6

we've got to take a look at that, because unless people can

7

speak our language, they obviously don't have opportunities.

8

9

We're finding more evidence,

A delicate matter, but I think it needs to be faced
realistically.

And let's remember that only 11 percent of

10

the people on the face of the globe are white and speak

11

English.

12

that this is an enormous challenge, a part of my

13

international view.

14

And

And I think for that reason we've got to remember

Well then, wrapping this up in two final, general

15

observations.

16

first, in a very positive way, in the repair and maintenance

17

of what we've got here.

18

as well as it is in terms of physical infrastructure.

19

involves updating the finest techniques that we have, and

20

there are going to be casualties.

21

Where is the growth coming from?

I think

And that's in physical, human terms,
And

We'll find tens of thousands of people will lose

22

their jobs over the years ahead, because of obsolescence.

23

can't allow that to be human obsolescence.

24

technology.

25

We

It can be

Secondarily, the international is explosively open,

26

and we're in the Pacific Rim.

If national policy is not

27

determined on this coast, where is going to be determined?

28

But that's not to say the people out in Asia are
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to come
work our
3

wh

We've got a

thr

then fi

he jobs are coming from.

5

something called "other".

6

And the "other" means people with ideas who have a
sense that it's worthwhile.

8

have, the

ive hi

and others, who

12

businesses.

Whether it be a restaurant or whatever, they're
And we're benefiting from this.

There'll be some casualties, to be sure.
But basically, the other, and that's where your
cy here and the

17

Fi
arnento, I

19

and the image will make a part.

, Mr. Chairman, your biggest problem in

nk, is

It's to find consensus across

California and to avoid grid lock.

20
2

are coming into our country and starting

ing all over.

15

18

technology, it's human and desir

And look at the Asians and others, and Hispanics

ll

16

And with the think tanks that we

have people break away and start their own business.

10

14

the concepts

In the environment we have

7

13

, one

is so important to California is, we don't know where

4

9

to do in order to

the diversity and the

And the

fferences and the higher

educat on causes more and more people to question

22
And we r

ze

need our

ayers and a lot

24

support, because this is going to be tough.

But there is

25

some hope, some very significant hope.

26

particularily the Public Agenda Foundation has found that

27

Americans are brilliant in terms of common sense, but we

28

need, now,

And out of research,

informed common sense.
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And

We have been asking people, what do you think.
2

they tell you honestly what they think.

3

of the people in this country will change their opinion, if

4

you follow a new procedure.

5

But up to 30 percent

And I commend this to you.

It is first, spend some time defining the problem

6

before we kneejerk into what the quick answer is.

7

isn't any quick answer to most of these complicated problems.

8

9

Define the problem first.

And spend time on it.

This has been tried in other states, and it's worked very

10

significantly.

11

the problem is, just understanding.

12

deal with.

13

People are amazed to find out how difficult
That's what you have to

And then, secondarily, before you ask people to

14

vote or to make a decision, look at every option.

15

nothing, what's going to happen?

16

jail, what happens?

17

and what are the consequences of those?

18

There

If we do

If we put everybody in

Whatever it is, what are the options,

This is not to stall.

But it is to give people a

19

sense of what you have to face in making the resolution.

20

then, I think, provide opportunity for public discussion.

21

I do some television commentating right now.

And

And

22

we have a hard sell to get the news media interested in

23

public discussion along these lines, because they're obsessed

24

with the idea of fairness, two sides of an issue.

25

an expert and they find somebody with an opposite view and

26

throw it at you, and end up confusing everybody.

27
28

They find

All I'm saying is, we need to look at the
definition, look at the options, look at the consequences.
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And then have
2

vote.

in

i

discussion and then

And 30 percent of the people in tests on this will

3

their opinion.

Whether it's the kind of opinion you

4

want or not, they'll move it because they now understand.

5

I

commend that.

6
7

So, Mr. Chairman, in short, I'm saying California
is still on a roll.

8

9
10

We haven't eliminated the business

We've got as much of an opportunity as we've ever
had.

But it gets tougher, because the state's bigger.

more diverse.

It's

And we have to find agreement.

11

Thank you very much.

12

CHAIRMAN GARAMENDI:

Walter, thank you very much

13

discussion is a discussion.

14

schedule is going to take you from shortly.

And I

know that

So before we move into the other presentations, if

15

16
17

So

s

rs
now'

would like to engage in a discussion,

the time.

18

Tony or Steve, Senator Alquist, whomever here.

19

SENATOR ALQUIST:

20

Mr.

21

nat

Well, I would just ask

if he really believes there's going to be a
tax reform?
MR. HOADLEY:

22

that.

I'm just an observer, but I
I

24

Senator, I would defer to you on
I'm a close observer.

think there's enormous difficulty in getting any
that's going to be a neat, simple package.

25

tax re

26

greatest fear is in the middle of the night, sometime in

27

September, after three horrible sessions, and with a country

28

~p

But my

in arms about inertia, that there will be a package put
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together that nobody will know.

My accounting friends will

2

spend ten to fifteen years figuring out, and the lawyers will

3

get rich.

4

But that we will get something.
Because I think the public is terribly concerned

5

about unfairness.

6

better than I.

7

quarter baked, or one-eighth baked, but it will start.

8

9

I think politically, you can judge it much

Yes, I think we'll get something.

It may be

I think the public has had it up to here in terms
of the tax system.

You may very well differ, but my feeling

10

is, I'm concerned about not whether i t ' l l happen, but what

11

will be the content.

12

SENATOR ALQUIST:

13

proposal as actual reform?

14

1'-iR. HOADLEY:

You really regard the President's

I think the word "reform" can be

15

obviously used or misused.

16

the real issue, economically, is what is deductible.

17

what rate do get away from the problem of some people can

18

deduct and some people can't.

19

I have to say in all candor, that
And at

My colleagues who are experts on this tell me that

20

at 19 percent, if you get the rate down, you eliminate almost

21

all of the excuses for perpetuating special interests.

22

whether that's true or not, I would have some reservations.

23

Now,

And you notice, politically, there is a move in

24

Washington to bring that upper rate down, since the President

25

made his proposal.

26
27

And that's to somehow appease California and other
states, because of the elimination of the state deduction

28
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l

which is critical in the psychology, and presumably the

2

economics.

3

So I would have to say, reform is probably far too

4

strong.

5

moment, I think it's time for America, in my process, to look

6

at the options.

7

is the right option.

8

9
10

Change, yes.

Constructive, I hope.

But at the

The option of doing nothing, I don't think

SENATOR ALQUIST:

And the other question I have,

how long do you think it's going to be, before that
horrendous national debt catches up with our economy?

11

MR. HOADLEY:

A very good question.

And my quick

12

answer is, a long time, provided California and other states

13

continue to do what you're doing here on a roll.

14

The magnitude of the debt staggers me as a

15

financial person.

16

assurance, that for the last 40 years a good many of my

17

colleagues in business have worried about the problem.

18

they've worried away a good part of their life because they

19

didn't have the faith that the system would still continue to

20

function.

21

On the other hand, I can say, with

And

I worry when people begin to ask other questions

22

than the one you've just asked me.

There is a great fear

23

across this country, and your question is a very pointed one.

24

Keep asking it.

25

standpoint, that it 1 s realistic to assume that we should

26

reduce the deficit in terms of getting down to the point of

27

reducing the debt.

28

as long as it doesn't explode too much.

I don't think that from a technical

I think that's part of the money system,
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But what I am saying is, we as Americans are
2

terrible savers.

3

because we've been taught that we ought to have things now.

4

And we ought to buy them on the cuff.

5

And the reason we're terrible savers is

The net of it is, we will have to improve our

6

saving.

7

down the road your fear is going to be materialized.

8

don't see it, certainly in the period that you're concerned

9

about now.

10

And if we do that, then fine.

SENATOR ALQUIST:

If we don't, then
But I

If I can ask you one more

11

question.

12

reform of our unitary tax method.

My major legislative effort this year has been on

13

Do you have any comment on that?

14

MR. HOADLEY:

Well, all I can say is that the

15

unitary tax has been caught up in a lot of issues that are

16

as you know much better than I

17

unitary tax.

18

that are not strictly

And that the problem is to sort out the tax, which

19

I think basically has some real problems with it, from the

20

problem of domestic companies versus foreign companies.

21

when you settle that issue, I think the unitary tax issue

22

will fall out.

23

And

It's a problem in that it's hard to defend

24

overseas, however important the revenue is here.

25

on a horse trade basis, we'll work our way out of it, thanks

26

to the efforts that people like you are doing.

27
28

And I think

Asia and the Japanese are very skillful people in
terms of putting pressure on what, in a sense, is a weakness
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1

in our system as some people conceive it.

2

course, when that unitary tax matter is resolved, as I'm

3

hoping it will, then I think there'll still be other issues

4

that they'll be complaining about.

5

SENATOR ALQUIST:

6

MR. HOADLEY:

I think, in due

No doubt.

But it's been built up into a

7

tremendous issue, almost threatening decisions.

8

told that thousands of jobs would be created in California.

9
10

And we're

I'd say, be sure that we ask them where those jobs
are when you're successful.

11

CHAIRMAN GARAMENDI:

Mr. Hoadley, you mentioned

~ou suggested that one of the

12

threats to our economy.

13

biggest threats is the perception that California is

14

maturing.

15

MR. HOADLEY:

16

CHAIRMAN GARAMENDI:

Yes.
That our industries are

17

maturing, that we're no longer on the cutting edge here

18

within California.

19

deal with that threat?

20

MR. HOADLEY:

What would you suggest are ways for us to

Well, I may have overstated it in the

21

interest of emphasis.

22

important to clarify, first of all, that when I talk about

23

maturity it's a threat.

24

I think, perhaps, it would be

The point is that California's been growing so

25

fast, winning so many accolades, doing so many things, how do

26

you keep it up?

27

win championships.

28

You know, the Oakland A's didn't continue to
And the 49er's had slips, and so on.

All I'm saying is that people are just doubting
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that we can continue the roll.
2
3

So they can find evidences

here and there in such industries, you know, our lumber
1

indus try is in all kinds of trouble, agriculture.

All the

4

negative, the glut industries, they see, particularly in rest

5

of the United States, in spades, as a worse than we are.

6

So, if they can't solve them, how can California

7

solve them?

8

be very specific as far as what do we do about it.

9

So, it's not an insurmountable problem.

But to

First, we recognize that the two industries that

10

have lifted us the most in the last five to ten years, high

11

tech and finance, are now showing signs of leveling off.

12

And therefore, that's what I said at the beginning.

13

We have to assume that the growth rate in California will

14

slow a bit until we find a substitute.

15

digestion, indigestion and i t ' l l take some while for those to

16

work out.

17

We're in a process of

The first step, then, is simply realize that we

18

can't count on them to the same degree.

19

to find the substitute?

20

Then what do we do

Well, as !.suggested just the upgrading in

21

California to the state of the art of the existing industries

22

that are vibrating and have a great opportunity is, I think,

23

the first step.

24

class.

25

you, or we, or anybody else do about it.

26

Let's be sure, why aren't we going first

If we can't, well, let's know why.

Then what can

We have to ask, are we competitive.

27

companies all the time.

28

they say, well, gee, no.

I ask

Are you the best in the world?
Who is?

After all, people have

PETERS SHORTHAND REPORTING CORPORATION
3433 AMERICAN RIVER DRIVE, SUITE A
SACRAMENTO, CALIFORNIA 95825
TELEPHONE (916) 972-8894

And

stealing
2

from us for a

t

3

wor

4

that's the next point.

Let's find out

more overseas.

6

the kind of leadership.

7

see, is to create extremely

8

wor

9

important.

It's

What we do in our universities, you
people, the best in the

But they turn out to be managers.

And managers are

They know how to put pieces together, and people

together, come together with accounting.

11

12

So I think

it up on maturity.

And then, sort of to wr

10

wisdom in the

We are not the possessors of

But we're very short on leaders.

Leaders who are

in the limelight because tney've accomplished something,

13

'recreative, they have ideas.

14

on board.

They'll work night and day, whatever the pay.

We are very short
a

And people are rushing to

leaders, forgive me, in

u.s.,

across the

we're very long on managers.

17

Get those leaders identified, tr

18

distinction and get in the headlines across the world talking

19

about, recognizing we•re not going to let maturity take over.

20

And that'll be a start.

21

, and we're

22

Keep the other things

Steve, Doug, Tony.

Want to

in, or jump on?
MR. QUINN:

I did have one question here.

25

follows up on you final comments.

26

California will come as a result

27

what we already have here.

28

Make the

t.

CHAIRMAN GARAMENDI:
j

24

r

n them to be.

MR. HOADLEY:

Sort of

You said the growth in
repairing and maintaining

That's one of the reasons.
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MR. QUINN:

If you set the infrastructure

2

area aside, which is fairly obvious, what other areas do you

3

see where we can specifically address that?

4

2

Right.

MR. HOADLEY:

I think, Tony, the quick answer is,

5

in a very general way, I'm talking about upgrading people.

6

If it's true that people are going to lose jobs,

7

nationally, at the rate of a million a year because of

8

obsolescence, we can count on 15 percent of that in

9

California, maybe 20 percent.

10

So we've got to have that as built in.

This is not

11

to be dramatic, but simply to say we've got to maintain

12

people and human resources.

13

critical.

And I think that's very

And then, I think secondarily, we've got to upgrade

14

15

our institutions.

They were built for different times, to do

16

different things.

And now that we've got in place

17

environmental things that we all appreciate, where do we go

18

from here?

19

position where either we're smug or we somehow get bypassed.

So that we don't, in other words, get into a

20

Look at what's happened to California in terms of

21

competition of the goods coming, say, from Asia, to what we

22

used to produce here.

23

The problem is, where were we asleep?

And so I'm saying, repair and maintenance is a

24

mental process and not a physical process alone.

25

the infrastructure physically.

26

You've said

See, in the process of the business cycle and the

27

structural change in America, we're at the latter stage where

28

now it's government's turn to come out of the cocoon and do
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1

it,

2

on with the

3

the

6

constraint.

ey.

say that's bad.

jobs that have been created when

rnment has had support for universities.
from Ber

But

rest of the aura of

in

be people that•

But look at

7

8

ronment wi
, and there'

4

5

th fi

do it

I'm an old blue

And I see enormous change taking place there

enthusiasm.

You see a new building going up for the

first time in years.
That, I think, is indicative that somebody has now

9
10

seen that we have to repair something, however valid or

11

invalid what happened in the

12

answer I'm giving you.

13
14
15

But I'm

16
17

18

the physical

That we can all agree on.
ide.

So it's not a clear cut

And if Califor

It's

s educational/motivational

ans are having as much trouble as many

friends, in getting things repaired and getting things
serviced and getting r

i

lity, then maybe it's time we

k about pride, getting a job done the first time.
And that sounds pretty, you know, academic and

19
20

theoreti

21

in other countries and across the Pacif

22

awake

23
24

and general.

But,

ieve me, there are people
that are lying

ghts trying to figure out how they're

ure the Califor

a market

have here in quality and in ser
MR. WALDHORN:

26

de is important.

I

ng to

giving us something we don't
ce.

have just one quick question.

had the advantage of a two hour drive up with Dr.

27

MR. HOADLEY:

Yeah.

28

MR. WALDHORN:

One

I

--

question would be, where
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is California most asleep today?
2

MR. HOADLEY:

I guess I'd have to say in, you know,

3

very specific terms, my greatest concern is in this nebulous

4

area of integrating all of our diverse people.

5

such a difficult subject that no one wants to talk about it.

6

I think it's

I've been told in major cities of California, don't

7

talk about this issue.

8

say that to me I begin to concern, because to me -- and I had

9

a mother who was born in Mexico.

10

It's too explosive.

And when people

And I understand the

tensions and feelings.

11

What I'm simply saying is, we've got to find the

12

commonality.

13

concerned about that.

14

And that's pretty general, I realize.

But I'm

And I think that's the number one issue confronting

15

California, certainly in the social and economic sphere over

16

the next ten to twenty years.

17

the representatives are, whether they be by race, by culture,

18

by education, by what, that we can get the discussion about

19

what do we do together, rather than reinforce the

20

differences.

21

And I would hope that whatever

And I'm concerned because I don't have good answer

22

to that.

23

everybody talk about it openly.

24

But I'd like to at least raise the question and let

I think then we can be Californians and pull

25

together and integrate.

26

Tne potential the other way is, I think, threatening.
CHAIRMAN GARAMENDI:

27

28

I don't think we're doing that now.

challenge.

That is a very significant

Doug, you want to jump in at this point?
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2

CHAIRMAN GARAMENDI:
have an

4

Pass.

Walter, I know that you

•re

intment that

to keep.

to

You're welcome to leave whenever.

5

MR. HOADLEY:

6

CHAIRMAN GARAMENDI:

7

MR. HOADLEY:

8

CHAIRMAN GARAMENDI:

9

MR. HOADLEY:

Well -You can

,

I

guess

I'd better leave right now.
We'd love to have you with us.

Well, I appreciate very much the

10

interest you have, and commend you for what you're doing.

11

And any way that any of us can be helpful-- we're

12

Californians, and we want to make this a winner.

13

CHAIRMAN GARAMENDI:

14

MR. HOADLEY:

15

CHAIRMAN GARAMENDI:

16
17

h

20

that Walter

I 1 ve run into too many television

essed, i

tape of

I 1 d like first, before we go
ips

some of the issues

ked about, and some of the concerns that he
two

that are the key consultants

for this particular hearing.
Ms. Masako Dolan, who is sitting to my left, is
incipal consultant to the long r

27

Before we go to -- just
out of the way when you

He'

CHAIRMAN GARAMENDI:

22

25

Okay.

cameras.

to a very brief

24

ter.

MR. HOADLEY:

21

23

Thank you, very much, Senator.

hit him.

18

19

over,

Well, it will be.

policy planning, and

Tom Epstein, who is about to learn how to turn on a
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Tom, what are you
2

the situation.

31
you've got your clips there of

Is it ready to go?

3

MR. EPSTEIN:

4

CHAIRMAN GARAMENDI:

5

(Thereupon a video film was shown

6

at the hearing.)

7

CHAIRMAN GARAMENDI:

Right.
Punch the button.

We may chuckle at being a

8

tourist, but I think there's one in space at the moment.

9

Unless that Saudi prince is suddenly become a scientist,

10

also.

11

Times are changing, and there's much change afoot

12

in the future.

13

that confront us here in California, many of which are with

14

us already today.

15

Sacramento media market, and they're all 1985 stories.

16

All of those clips speak to future issues

Incidentally, all of those came from the

Some of those stories are found in the press and

17

many of you have received just a collage of clippings of

18

current issues.

19

I'd like now to move to the presentation by the

20

Stanford Research Institute.

21

our local television news teams for helping us with this

22

hearing.

23

going to do that.

24

Incidentally, I want to thank

I don't know that they were aware that they were

The Stanford Research Institute is represented by

25

two people here today.

Their first presenter will be Steve

26

Waldhorn, the director of the public policy center, Stanford

27

Research Institute.

Steve, welcome, and go for it.

28

PETERS SHORTHAND REPORTING CORPORATION
3433 AMERICAN RIVER DRIVE, SUITE A
SACRAMENTO, CALIFORNIA 95825
TELEPHONE (916) 972-8894

32
1

2

st, thanks

3

I

4

i

ti

i

itional

; but will endeavor to proceed

sion, I have a pen,
along those lines.

CHAIRMAN GARAMENDI:

8

MR.

have charts.

We have charts.

WALDHO&~:

Old fashioned,

400-year old charts.

10

(Laughter.)

11

12

an obsolete tr

sion was just on, Walter Hoadley's on

The

7

9

Senator

e.
li

f

t

5

6

, Mr. Chairman.

MR. WALDHORN:

r~.

sever

13

WALDHORN:

But we've been working the last

years in the midwest, Texas, and Wyoming.
to be part

this

14

to us.

15

that's been very much the

And a

like coming home

t is kind

This is not only our home, but it's also the economy

16

to the nation.
th

new realities of the

17

80's and 90's here in our own state.

It's not only important

18

to us, but it ought to be a model to the rest of the country,

19

as California entrepreneurship, as California technology

20

utilization already has been.

21

You've as

And we t

to

us to

the

ttee -- and
ttee an

22

23

ifornia

24

industries, as part of your over

25

policies to guide California into the 21st century.

26

Our assessment will

fort to develop

on a number of key

27

questions.

First, how healthy are the key industries in

28

California?

How many of them are in stages of maturity?
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What have been the trends in both our mature and emerging
2

industries?

3

how are these likely to change in the future?

4

industries be "de-matured"?

5

What are their strengths and weaknesses?

How can mature

Second, we're going to be looking across industry

6

areas at the special role of small business and new

7

enterprise.

8

business development in California?

9

relationships, as Walter Hoadley was raising the issue,

10
11

And

What is the continuing climate for small
What are the

between key industries and small business?
Small business, new enterprise are the arenas where

12

minorities, women, entrepreneurs with new ideas take these

13

ideas take these ideas and move them forward and make them

14

part of the economy.

15

are often incubated.

16

Small business is the arena where ideas

And then, as appropriate, either small firms become

17

large firms, is no stranger to us here, or sometimes through

18

acquisitions and mergers small firms join with larger firms.

19

We want to document this side of the California economy

20

especially carefully.

21

Third, we'll be looking within and across industry

22

areas at the implications of these trends.

23

regard to employment and value-added.

24

value-added going to come from in the California economy,

25

over the next 15 years?

26

Particularly with

Where is the

And finally, we'll be looking at the question of

27

what public policy support is critical to the long term

28

success of California's key industries and related small
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1

2

3

4

5
6

7
8

manufactur

ing at agriculture,
traditional manufacturing,

ense, aerospace, finance.

In analyzing industry

developments in each of these areas, we'll be looking
ially at four factors we think shape contemporary
business

9
10

ry, we 1

In our

imate.
s in regard to which

Four areas, four

ifornia has been fortunate to rate well, but where we

11

think the state and this Legislature may need to focus a bit

12

more in the future.
The first of the four factors that we'll be looking

13
14

at in regard to industry is accessible technology.

15

become

16

17
18
19

It's

s, that technology is

, over the
the driving

transforming American and

ce

international industry.
But we've been
the state universi

tunate in this state in the role
system, the role of Stanford, we've

20

been fortunate in having a lot of graduates of Bell Labs move

21

out here wi

22

the rich California business cl

some

their

ideas, and take advantage of

by virtually every

Technology has now been
24

25

other state in the Union as a key vari
the Commission John Young
American industry.

We did a study

red on competitiveness of

And we identified over 200 ventures by

27

other states, forming applied research institutes of one kind

28

or another.
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1

We think it's important to ask the question in

2

terms of California industry, do we today have the technology

3

resources industry needs?

4

non-profit system, playing a role it ought to?

5

And is the state system, and the

The second key factor we're going to look at in the

6

industries which we're studying for you, is that of

7

accessible capital.

8

of money in the

9

that can deliver money where it's needed, when it's needed,

10

u.s.

The problem is not money, there's a lot
The problem is having an infrastructure

in a form that's needed.

11

California has been fortunate to have, perhaps,

12

40 percent of the venture capitalists in the country, about

13

half of them located in an office building about two miles

14

from SRI.

15

new industries come on stream, there'll be need for new kind

16

of financing, new kinds of equity financing.

17

But as the microelectronics industry matures, as

As this Legislature considers financial

18

deregulation, you need to look hard at, do we have the

19

structure for financing new ventures that we need?

20

The third factor which is going to shape our

21

inquiry, is a skilled and adaptable work force.

22

both that has the technical skills and again, we've been

23

lucky in California.

24

phenomena.

25

A work force

Walter mentioned the brain drain

We have some problems of wage differential which

26

are tough problems.

I was told yesterday by a cab driver in

27

Colorado Springs that, if his wife had the same job in an

28

electronics assembly plant in California, for the same firm
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1

2

hour more.

3

I

we
is

10

wages demand.

don't make it

work r

to get the increased producti

And fi

11

ter

across Cali

addr

in

industries.

f to this.

leaders and managers

i

Again,

The key role of

innovation, both in large

firms.

Now, how
nnovation

ty which increased

, we'll be looking at the

entrepreneurial cl

rms

17

, obviously, of

to make sure that our work

we

, so

si

14

to come to the

to look at that.

We

this

to

9

13

s goi

We need to see that we have the skill and advantage

s

12

1

come to the attent

our industry leaders.

6
7

ing

has alr

at tent
5

S

n

we create a conti

a i

i

We'

climate of
be looking at

18

industries in terms of their product life cycles, and in

19

terms of stage of industry maturity.

20

st

We'll be asking

about whether our main technology products have

21

We 1 11 be aski

22

about whether, in some of

our st

ies there isn't

emature hardening of the arter
25

occuring, something we

need to be especially concerned about.

26

Fi

27

Henton,

, we

11 be

i

across industries.

And

a moment, will be talking about the specific

28

PETERS SHORTHAND REPORTING CORPORATION
3433 AMERICAN RIVER DRIVE, SUiTE A
SACRAMENTO, CALIFORNIA 95825
TELEPHONE (916) 972·8894

37

to forecast for you the shape of these industries over the
2

next 15 or 20 years.

3

What are the critical factors that are going to

4

affect how competitive they're going to be in the year 2000?

5

What are the alternate scenarios?

6

alternatives and use them with decision makers up here, to

7

inform the choices which have to be made.

8

consideration of the strategic investments which have to be

9

made.

So you can take those

And to inform your

At least 20 or 25 states, if not 49, would like to

10
11

be the next California in terms of their economy.

12

course, wish them well.

13

what we have here.

14

that process.

At the same time, we need to protect

And we hope our assessment helps you in

Now I'd like to turn to Doug, who's going to

15

16

We, of

highlight a little more some of the specifics of our inquiry.

17

MR. HENTON:

Yes, what I'd like to do is sort of

18

preview what the study's going to be doing in terms of

19

looking at some key industries.

20

look at the basic -CHAIRMAN GARAMENDI:

21

And what we hope to do is

Excuse me, Doug.

Before you

22

start, I'd like to introduce to you and Steve, I think Tony

23

already knows Senator John Seymour, a member of our

24

Committee.

25

John, thank you for joining us today.
MR. HENTON:

As Steve said, we're going to be

26

looking at some key industries in terms of industrial

27

competitiveness.

28

been competing both domestically and internationally.

How have they been growing, how have they
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what we want to do is to figure out some trends.
2

But we're going to start wi

3

goi

4

industries.

5

internal.

6

the value of the dollar, federal policy.

to

7

at, what are

baseline.

current conditions in these

Look at some of the forces, both external and
External being foreign competition, the effects of

And what are some of the internal factors in terms

8

of technology change that are going on within these

9

industries, some of the human resource issues.

10

And I think

what we hope to accomplish is to lay out some scenarios.

11
12

What are these industries likely to look like
between now and the year 2000, to help us to decide what

13

investments may be critical.

14

What I'd like to do, is just very quickly, both

15

Walter and Steve have mentioned some of the industries.

16

me just give you some of our initial, baseline

17

assumptions on these industries.

18

and opportunities in some

19

I'd like to do is run through them quickly.

20

l.

22

And why we see both threats

the key industries.

And what

'fhere' s some

But let me just summarize.
Let me talk first about agriculture.

There's been,

23

and remains -- Califor

24

pr

25

been critical to the health and economic vitality,

27
28

But

ion that describes some of this in the packets as

21

26

We're

tion.

a leads the nation in agricultural

And the growers, processors, and suppliers have

ticularly the central regions of the State.
What is unique about California agriculture, is
that it has been a high tech industry.

It is leading the
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nation in terms of both biotechnology innovations and
2

mechanical and irrigation innovations.

3

leading the nation.

4

In that sense, we are

That's the opportunity.

The threat is the foreign competition, both in

5

terms of other countries producing similar crops -- in some

6

cases those crops being subsidized by other countries -- the

7

whole value of the dollar impact on the export situation is

8

creating some threats for the agricultural industry.

9

And I think that what we're seeing is, in a sense,

10

an opportunity on the hand in terms of technologies, and some

11

of the breakthroughs that are possible in terms of

12

biotechnology that are going to be talked about by Tony in

13

the agricultural sector.

14

But we have to also be concerned about the

15

competitiveness threat that is there and will remain in terms

16

of our foreign and international contact, particularly in

17

terms of trade issues.

18

In terms of high tech manufacturing, we have had in

19

California the fastest growth in employment in that industry

20

in the last ten years.

21

terms -- if you look at it in terms of computer, computer

22

services, communication equipment, electronic components.

23

has been a source of jobs for small business and

24

entrepreneurs as well as for large manufacturers in areas

25

like Silicon Valley.

26

That has been our leading industry in

It

But if you read the headlines, and you see what's

27

happening there is, in fact, a slowdown occuring right now in

28

two sectors.

One, the computer sector in terms of personal
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2

int in terms

3

a cutback

4

i

on.

in terms of demand.

That could be cyclical.

But it is a sign that that industry is reaching a

5

point of potential maturity.

Possibly more fundamental, in

6

the semiconductor industry, there's as tremendous penetration

7

the import, particularly in terms of the Japanese and some

B

of the more sophisticated random access memory types of

9

chi

10

This is a potential long range threat if we don't

11

meet that head-on.

12

compete better.

13

to produce the best product and to deal with the quality

14

issue that Walter talked about.

15
16
17

And by meeti

it head-on, we have to

We have to learn how to use the technologies

But as we look at that, the question for high tech
manufacturing

we're on top, but can we maintain our

itive

And we're being hit both by cycle,

18

business cycle problem in terms of reduced demand, but some

19

potential structural problems.

20
21
22

But there, technologies, information and
communication technologies, are the key for our
itiveness.

And how do we adopt

maintain our new

ts, in terms of a life cycle.
24

In terms of traditional manufacturing, which is

25

still the major employer in the manufacturing sector, it has

26

not been growing as fast as hi

27

automobiles, and heavy equipment, it was hit extremely hard

28

the last recession.

tech.

Areas such as steel,

We had plant closures.
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major restructuring here, as in the other parts of the
2

country.

3

But we're seeing some very interesting signs here

4

and the concept of "de-maturity" applies.

Can mature

5

industries "de-mature", can they go through a transformation.

6

You saw in the clip here, of the GM-Toyota, a joint

7

venture in Fremont, a very interesting combination of new

8

technologies, new work force, and foreign investment.

9

the possibilities of producting a new small car here in

10

And

California.

11

The same is true of the Kaiser steel plant in

12

Fontana, which closed and was, basically -- one of the

13

problems that they have of over-capacity, has now been

14

reopened.

15

foreign investment, new techniques, new technologies, and

16

using new methods.

As the California steel industry, again, with

17

So, what we want to look at is, in face of the high

18

value of the dollar, and the problems that's creating for the

19

manufacturing sector, can we create a more competitive,

20

value-added type of manufacturing here in California, and,

21

essentially, "de-mature" what has been seen as some of the

22

mature industies.

23

Aerospace has been a mainstay of growth.

24

California receives the largest share of defense contracts of

25

any state.

26

up and down over the years.

27
28

It's been a steady growth area.

But it has gone

And the post Vietnam period, some of that went
down.

We've had a buildup that has been going up in the last
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1
2

years.

But

think we've seen an increasing

ense contracts, as

on

3

rcr

from commerc

4

es in that sector have moved
t more towar

defense.

as the defense budgets,

So we have to be cancer

the debates that are going on now, in terms

its growth and

6

its continued growth, or whether that will be slowdown in the

7

growth, wnat those implications will mean in the future as

8

ahead, in terms

9

versified aerospace industry.

a

So there is another area that I

think we need to be

lO

looki

11

we've seen in the past, whether that is a possible problem.

12

Or can we be both diversified and flexible enough to deal

13

with that.

stand some of the swings that

at in trying to

And finally, finance has been, after high tech

14

15

acturing the fastest growi

sector in the last ten

16

18

gher interest rate, the shakeups that are going on in terms

19

of interstate banking, laws.

20

domesti

21

going to have a whole new finance industry.

that area means that we're

new technologies

Both opportunities, in terms

22

23

that's going on

All the competition

or new types

activities, but also some potential threats,

24

as Walter talked about, in terms of the shakeouts that are

25

goi

26

on.
So as we look at each one

these key industries

27

that have been mainstays of California economy, we're going

28

to be looking at competitiveness, both

eign and domestic,

PETERS SHORTHAND REPORTING CORPORATION
3433 AMERICAN RIVER DRIVE, SUITE A
SACRAMENTO, CALIFORNIA 95825
TELEPHONE (916) 972-8894

43

what are the impacts of technologies.
2

How will biotechnology be changing agriculture?

3

How will office automation be affecting the finance industry

4

and the service sector?

5

ceramics, the types of things that are just coming on line,

6

affect the aerospace industry in terms of developing new,

7

lighter weight materials?

8

where California has an edge.

9

How will new materials, polymers,

All of those are points of --

And I guess the basic point is, to compete in the

10

new economy, California industry is going have to find

11

value-added opportunities for industry.

12

technology.

13

compete simply by being cheaper, because we don't.

14

More quality, more

We have to compete by being smarter.

We can't

We cannot compete on the basis of low-cost labor

15

with other countries that are competing with us today.

16

got to figure out how to combine technology, a skilled work

17

force, our capital, risk capital, and our entrepreneurship to

18

find that higher value-added.

19

we face.

20

So that's the challenge that

In terms of where some of this will lead in terms

21

of the study, we will be talking, looking at industry,

22

trends, talking to industry leaders.

23

roundtable as part of this series on industrial

24

competitiveness.

25

We've

There'll be a

So we'll be gathering information.

And what we're hoping to find are, what are those

26

critical, strategic investments that can be made now, both by

27

the private sector and the public sector at the state level

28

to maintain our competitiveness.
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1

And let me just highli

2

But

3

ies·?

4

5

We

atories. How do

nati

University/industry linkages appear to be a key
here.

That's an area that we want to look at.

here.

So, the first one is, how do we speed up the

commercialization

11

maturing industries,

12

the new industries of the future.

13

and other areas.

technology in both old industries,
make them more efficient, as well as
Biotechnologies, robotics,

The second area that we

14

investments in human

cr ti

tal.

, traini

t

to be looking at is

What are going to be the

, human resource issues, that are
and adaptable work force?

17

going to make us have that ski

18

Industry has an important role here.

19

retraining issue.

20

There is a critical

There's the area of new financing,

21

innovation.

22

You need money at the star

transit
thi

financing

How do we deal with the life cycle of firms?

But we need

23
24

There are

around the country, there are successful examples

10

15

are coming out

ies

those technologies more effectively in industry?

we

8
9

first is, how do we commercialize

universities and out

6
7

four areas, Steve's

, in terms of new enterprise
to

finance the changing

of companies and industries, as they go through

dematuring process.
And finally, the trade area

What are some of the

27

exports, and other types of Pacific Rim opportunities that we

28

need to be

ing at for all of our industries.
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these areas, we hope to be able to find what are the critical
2

investments that need to be made now, to make these things

3

happen for the future in terms of and being able to

4

maintaining our competitiveness .
.And, finally, I

5
6

overall themes here is what is the infrastructure, broadly

7

defined, to maintain competitiveness.

8

and physical infrastructure, the human resources

9

infrastructure, the technology infrastructure.

The streets, roads,

And the state has played an important role in every

10

]

just want to note that one of the

11

one of those areas.

12

important role in those areas.

13

things that we hope to be identifying as we go through this

14

process.

15

recommendations as we look to the future in terms, of where

16

the State needs to be placing its bets in terms of

17

investments.

And those are the types of

Very specific recommendations, but also some

So, Mr. Chairman, that's a summary of what we hope

18

19

And it's going to continue to play an

to accomplish.

20

CHAIRMAN GARAMENDI:

21

with Mr. Hoadley, this is a roundtable.

22

and forth comments.

24

appropriate.

25

whatever.

So, Senator Seymour, Senator Alquist, Tony,

SENATOR SEYMOUR:

Mr. Chairman, the question I

27

would have is, what kind of timetable are we on here for

28

completing this work?
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As

And questions, back

Any of the participants at this point would be

23

26

Doug, thank you very much.

2

is in the packet.

4

5

ri

end.

at

The

We would hope by January

excuse me, by December to complete our report.
scussions would be over by

The roundtable

6

7

ment

areas that

3

s

15th, 19th, 20th, somewhere

8

MS. DOLAN:

9

CHAIID~N

GARAMENDI:

that I

t

One

11

I'm told October.

It's good

know what's happening with you.

who r

10

that range.

have is that the primary focus

12

of SRI will be in the industrial competitiveness area.

13

interface will be to try to figure out, what are the critical

14
15

16

that

21

22

cause us to continue to be competitive, or to

eassert our competitiveness.

Mr. Hoadl

about the notion of maturity.

·rhat is a challenge, or is a potential problem for
ifornia.

19
20

led them investments -- or critical factors

actors

17

18

cer

I think that

concerns me.

s is one of the areas that

And I'm delighted that SRI's chosen,

think, the biggest bite

s apple.

I don't want to lose track of the human side of
what we're here for.

23

this, which is ult

24

we're not here to build robots.

25

robots serve our

26
27

The

e

I suppose

But, rather, to have those

, the people of our society.

I want the Committee to try to help us through this
maze, or matrix really, as we try to fit together the

28
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Hopefully, the roundtable discussions will draw that out.
2

But it's a complex matrix.

And it involves the

3

appropriate use of our governmental resources, in that we

4

have some notions of how we can do that.

5

Some of the discussion this morning from

6

Mr. Hoadley, bringing to our attention something that we, I

7

think, are aware of, but all too often avoid the demographics

8

of California.
The fact that our society is going to be largely,

9

10

almost a majority, composed of different ethnic groups who

11

are now considered to be minorities.

12

them, use their skills, talents to the advantage of our total

13

society and economy is a tremendous challenge.

14

hope to find some directions in this enterprise that we're

15

now engaged in.

16

17

How do we integrate

So the challenge is out there for us.

One that we

We'll

welcome SRI's involvement in all of that.
SENATOR ALQUIST:

18

Well, talking about the steel

19

industry and its lack of competitiveness.

But you didn't say

20

anything much about the reason for that lack of

21

competitiveness is that they failed to modernize their

22

plants.

23

They've taken their profits and used it to merge

24

with other industries in areas where they hand no business

25

going at all.

26

And we need to look at what steps the Legislature

27

or the Congress can take to discourage that kind of activity.

28

And then, what is the impact of this growing, hostile
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2

ect

ng to have on our

s

3
4

MR. HENTON:

5

Senator, I think it's a very good
industry, there is growth

When you look at the

6

going on in a sector of the steel industry which is known as

7

the mini-mills, the

8

new

9

hasn't been able to rna

of steel mills that are able to use

ies to

ficient.

And the older steel

in its competitiveness.

10

And I

11

within the sector we call

12

almost a more expanded sector of materials, how do you

13

stimulate new types of technologies and investments and

14

entr

our questions is, how do you,
, which is really becoming

enuerial behavior, and discourage some of the problems

n the

15

think one

t.

16

And I

think we've got some good examples around, of

17

where new

18

perceived to be a declining industry.

19

bei

20

of i

are emerging within what is

r

a good example of that.
And so, I think,

know, there's a whole issue of

21

how do you st

22

within the industry, rather than

23

making those investments.

24

The new course steel

more innovat

s

26

the tremendous amount of

27

new, modern steel mill.

ting

nvol

in not

I think

CHAIRMAN GARAMENDI:

25

and entreprenuership

A recent article on California

, the successor of Kaiser Steel in Fontana, points out
tal that's needed to build a

28
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Evidently, what has happened with the California
2

Steel example is that they took an old steel mill, used a

3

portion of it, not the manufacturing, or the production of

4

iron, but rather just the milling of various iron products

5

into different steel products, and have become a major force,

6

or potential major force, in California, at a very low

7

capital cost.

8

new plant.

9

Far lower than could have been achieved with a

That "de-maturing" process is a fascinating one

10

and, I think, an extremely important one.

11

government in directing capital, or at least making capital

12

available, is, I think, very important here.

13

The role of

Obviously, regulations and the like will play into

14

that.

15

particularly the "de-maturing" aspects of that, which I

16

suppose is going to be a new buzz-word around this Committee.

17

We'd like to explore that in this process,

SENATOR ALQUIST:

I think we need to take a look at

18

our whole managerial system, where the chief executive

19

officer is more concerned with his bottom profit line rather

20

than he is in research and development, and looking ten years

21

down the road when he knows he's only going to be in that job

22

for four or five years.

23
24
25

CHAIRMAN GARAMENDI:

Probably less than that.

Quarterly, I suspect.
SENATOR ALQUIST:

Less than that, if he doesn't

26

keep that bottom line up where it ought to be.

27

thinks it ought to be, rather than looking at the long range

28

impact of his policies.
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1

MR. WALDHORN:
try to

the gu

I think some

that

2

we'

bold steps that

3

you could take that

4

national/international competitiveness, and that won't fight

5

the market.

ide will be, what are

make a difference in terms of

We were looking at some numbers on Monday that

6
7

indicated that American steel workers were more productive,

8

in a set of firms, some of our industry people surveyed, than

9

counterparts in Japan and Korea.

oductivity simply didn't counter, couldn't counter the wage

10
11

But even the increased

differential.
And so, for some kinds of steel production, that's

12

13

a business that's hard to imagine, unless we separate some

14

out for defense purposes, the U.S. staying in.

15

hand, as Doug said, there are niches.

16

radit

And in a lot of our

tries, we're talking about niche strategies.
·rhe question is, what are those niches, and what

17
18

On the other

are the ingredients needed.

And then this puzzle which

ter Hoadley alluded to a little bit, and we've been trying

19
20

to

rstand and work through for much of this past year.

21

'rhe other manufacturing phenomena.
You

22

at any traditional industry, you have a

23

downward line on employment.

24

producti

25

have less people working in the industry.

26

the

27

the extending upstream and downstream, in terms of firms

28

producing things they didn't produce before, taking into the

ty, so the

Even if you have an increase in

try becomes more competitive, you
And where you see

owth is on the margin, on new product introductions, on
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later stages of production.
2

Or reaching further back into

raw material processing.

3

So the question of, what's a competitive strategy,

4

we think needs to come first.

5

bold steps-- this state has gotten great, so far, as

6

Walter's pointed out, by taking bold steps.

7

system comes to mind as an obvious one.

8

And then, what kind of very

The university

We'll try to suggest some that make a difference in

9

terms of California industry.

10

CHAIRMAN GARAMENDI:

Doug, before you chime in, let

11

me introduce Senator Nick Petris, who has joined us.

12

Petris happened to be discussing many of these issues,

13

following session, over a cup of coffee with some other

14

Senators.

15
16

Senator

I invited him to participate in today's meeting.
I'm delighted you're here, sir.

Jump in at any

point that you'd like.

17

SENATOR PETRIS:

18

CHAIRMAN GARAMENDI:

19

MR. HENTON:

I'd like to ask a question.
Doug, go ahead.

Just a quick point.

I'd like to make

20

a point about the importance of maintaining the

21

competetiveness of our key manufacturing industries and the

22

relationship of that to small business.

23

We've seen that the fastest growth in jobs and

24

employment has been in the new, small business sector.

25

there's a critical relationship between those as the

26

suppliers of both products and services to the main sectors

27

of our economy.

28

And the point there is that, by being more
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l

competitive in the manufacturing sector -- even if the

2

employment in those major industries begins to decline,

3

there's an important relationship between that and the

4

suppliers, as small business.

5

that --

6

CHAIRMAN GARAMENDI:

7

MR. HENTON:

Yes.

And I think when we get into

Maintain the base, the kernel.
The employment base.

And I

8

think when we get into issues like robotics, there's an

9

interesting phenomenon developing, is that 50 percent of the

10

robotics companies in this country are right now growing up

11

around Detroit.

12

Because what Detroit is doing is, they're investing

13

in more

14

suppliers.

15

ficient manufacturing.

And they need those

Now, there's an important relationship between

16

those emerging industries and these mainstays of our economy.

17

And I think that's true, also, in biotechnology, because of

18

its relationship to agriculture, its relationship to,

19

possibly, forest products.

20
21
22

So those are a key relationship the cornerstone
ndustries and our emerging, new industries which we're all
concerned about, maintaining that openness for new
enterprises.

24

CHAIRMAN GARAMENDI:

If we developed a strategy in

25

Cal fornia that would allow our old, mature industries, the

26

base industries, agriculture, steel, manufacturing chemicals,

27

petroleum, whatever, to leave, you're arguing that we might

28

very well withdraw the impetus for many new businesses.
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MR. HENTON:

I think there's a-- if you look

2

what's happening in the automobile industry.

3

just-in-time delivery is really important.

4

suppliers to be closer.

5

The concept of
And they want

So if you look at that from the standpoint of other

6

industries.

7

in Silicon Valley is that there's a lot of people,

8

industries, and entrepreneurs that are related to each other.

9

Supplier who makes the chips.

10

The relationship-- and part of what's going on

I think that we have to maintain the linkages, both

11

backward and supply.

And I think that's important in this

12

discussion, because the jobs are going to come from new,

13

small business, but the competitive-- we've got to maintain

14

our competitiveness in our base industry.

15

that's one of the things we're going to need to --

16

MR. WALDHORN:

17

MR. HENTON:

18

i\ffi.

19

MR. HENTON:

I think that

And which means shrinking.
Yes.

WALDHORN:

They're going to shrink.
Some of the of those main industries,

20

the employment may go down, but the product, if you will,

21

value-added, hopefully will go up.

22

CHAIRMAN GARAMENDI:

23

SENATOR PETRIS:

24

join.

25

operating.

26

Senator Petris?

Yeah, thanks for inviting me to

I'm very pleased to see we're having this Committee

As a strong supporter of the motion in the Rules

27

Committee, I'm pleased to see that the Finance Chairman and

28

Senator Seymour are joining in as members.
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1

I was interested in the Fontana thing.

2

ifornia Steel people, are they veterans in the steel

3

industry, or did they come in from outside?

4

that?

5

CHAIRMAN GARAMENDI:

The

Who's running

My knowledge is limited to one

6

article that I read very recently.

7

it was a steel fabricator and a man who

8

manufactured steel products from steel that once came from

9

Fontana and other places.

10

And my understanding is
a company that

I think wheels and other kinds of

items like that, but somewhere in the Los Angeles basin.

11

When Fontana Kaiser went down, he lost his source

12

of supply, found himself subject to having to go to overseas

13

suppliers and a lot of problems of, just as Doug was saying,

14

just-in-time delivery.

15

time.

16

He'd have to order well ahead of

In any case, he, because of those problems, decided

17

that he could utilize the Fontana facility to make his own,

18

become .his own supplier, which was some of this backward

19

integration that Steve just talked about.

20

21

22

MR. HENTON:

Tnat•s very much the case, is that his

ce was -- he was purchasing the steel.

And they decided,

essentially, get in the business of helping to run it.

23

And I think the interesting thing there is that

24

were able to get significant foreign investment into the

25

plant.

And if you're looking at the issue of foreign

competition, you can look at it in terms of what the impacts
27
28

exports and imports.
But we do have an interesting phenomenon going on,
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of joint ventures.

If you look at the GM-Toyota, which is

2

something worth looking at, and what are the implications of

3

that.

4

GARAl~NDI:

CHAIRMAN

My understanding is his two

5

partners were, one, a major Japanese manufacturer of,

6

producer of steel.

7

MR. HENTON:

8

CHAIRMAN GARAMENDI:

9
10

ore out of Brazil.

Kawasaki, yes.
And the major supplier of iron

They were both looking for a place to

sell their product.

11

MR. HENTON:

And it gets to this value-added

12

concept.

13

And what's going on there now is, adding value at the plant,

14

to make it into products that are useful.

15

Slabs of steel, iron ore coming in from Brazil.

CHAIRMAN GARAMENDI:

me

One of the economic concepts

16

that intrigues

17

manufacturing industries, are really where the wealth is

18

generated in an economy.

19

industries don't generate basic wealth, agriculture, steel,

20

so forth.

21

is that the base industries, your key

The financial services and service

And it's that value-added where the wealth is

22

generated.

23

those manufacturing industries, and include agriculture with

24

that, you lose the opportunity to generate wealth.

25

wealth will flow out other places.

26

If, in fact, you lose those basic industries,

And that

And then they will be able to generate their

27

research, development, and get their systems moving.

28

that they should not.

But if we lose it, then our
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1

opportunities for future economic growth may very well be

2

significantly less.

3

4

SENATOR PETRIS:

May I ask, I don't see it on the

list, in the outline.
In your study, are you going to take a look at

6

management?

7

the policies of the major corporations.

8

touched on it.

9

The competence of the CEO's of this country, and
Senator Alquist

And I was telling the Chairman yesterday, the

10

literature I've seen, and I'm not an economist and I just

11

read it when I get a chance, but I've seen some very severe

12

indictments of management of our companies, in connection

13

with the self-searching that's been going on during the

14

recession, as to why we're slipping in this area and that.

15

And I was absolutely shocked at some of the stuff I

16

read.

17

others yesterday.

18

creditable sources.

19

mind from the Harvard Business School Journal, written by

20

Harvard Business School professors who have trained a lot of

21

these CEO's.

23

I was sharing it with Senator Garamendi and one or two
The criticism coming from highly
Well, I have a couple of articles in

And you mentioned there's actually better

The current mythology seems to suggest that the

24

reason for our troubles in our whole economy are attributable

25

primarily to government regulation and the sloppiness, or

26

lack of productivity, in the American worker.

27
28

So these profs sent out a questionaire to 250
CEO's.

And said, what about these two points, to what extent
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do you attribute our troubles to that?

And the answer was

2

five percent to so-called overregulation.

3

Three percent to lack of productivity.

4

management.

5

Five percent.

The other 92 is bad

And we've seen a whole new generation of managers

6

come in who don't know anything about production.

7

know the assembly line.

8

to --

9

CHAI&~N

They're lawyers.

GARAMENDI:

10

(Laughter.)

11

SENATOR PETRIS:

12

They don't

With apologies

To your own profession.

My own profession.

They're

lawyers, or CPA's, or financial analysts.

13

And since that generation has taken over, according

14

to one of these articles, all they've done is push paper

15

around.

16

spin-offs and all the corporate gimmicks.

17

not increase production and improve the wealth of the nation,

18

they decrease production in many, many cases.

19

And have a lot of games and fun with mergers and

You get mergers and you fire people, and your

20

production goes down.

21

mergers your prices go up, too.

22

Which not only do

And eventually, if you get enough

Are we going to look into the philosophy of

23

management of the corporate giants in this country from that

24

standpoint?

25

MR. HENTON:

Well, there are four -- when we look

26

at sort of what we consider to be internal factors that are

27

influencing industry, we have looked at four.

28

is one of them.

And management
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It's technology, and the increases, the application

1

2

of technology.

3

it's the availablity of capital.

4

managment.

5

It's this flexible and skilled work force,
And it's entreprenuerial

And when we're done looking --we did a study of

6

the midwest, which we've shared with the Committee, because

7

it think it's relevant here-- we looked at all four of

8

those.

9

willing to make the investment.

And the problem of managers not being risk takers,
And I think the two concepts

10

that you mentioned are very important.

11

entreprenuers don't have to be just the start-up business.

12

That businessmen, by nature, should be entreprenuerial and

13

more willing to take those risks.

14

lot of these writers that you're talking about.

15

stimulate innovation in big companies?

16
17
18

One is that

And that's a concern of a
How do you

And I give you a new term that's being passed
around, "intreprenuers".

Which is-- entrepreneurs are

, viewed as people who are out there starting up their new

19

businesses.

20

companies, starting up new products.

21

new -- 3M is the one company that people talk about, of

22

25

And trying to start

up with new products inside an exisiting company.
So there's a lot of talk about internal corporate

23
24

"Intrepreneurs" are people who are inside

venturing.

So we do want to look at that.
The other side of it is manufacturing quality.

26

Your point is, when we talk about the product life cycle, of

27

starting up a product, getting it into production,

28

maintaining the quality of manufacturing, is the key
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ingredient which seems to be what the Japanese are doing
2

well, and we're having some problems with.

3

is your point about who's worrying about manufacturing.

4

And I think, that

There's a hopeful sign in the business schools.

A

5

lot of business schools are focusing more on manufacturing

6

now, than maybe a few years ago when there was more finance.

7

Both Berkeley and Stanford are having special emphasis on

8

this.

9

manufacturing.

10

And the idea is that we have to compete through better

But it's manufacturing quality, which is quality

11

control, maintaining, and all that.

12

look at that, and as one of the key ingredients.

13

And so I hope that we

But I think it's all four.

It's using

14

technologies, it's utilizing the workforce, it's gaining

15

access to capital, and being more entrepreneurial.

16

that's part of our framework.

17

material, we'll highlight that more accurately.

18

think it is a critical --

19

SENATOR PETRIS:

20

SENATOR SEYMOUR:

21
22

more I like.

And

And if it's not in the
Because I

Senator Seymour?
'fhank you.

The more I hear, the

On the other, hand I've got a concern.

You have mentioned, and rightfully so, comparing

23

our industries and our ability to compete in the market

24

place, say, for example, Japan.

25

In my opinion, and I've spent some time in Japan

26

with business people and industries.

In my opinion, one of

27

the key components in the Japanese economy that has made for

28

their success, has been the most unusual partnership of
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government and the private sector, a partnership that I don't
2

believe is possible in this country, mer

3

form of government, because of our social values.

4

I

because of our

just don't think, even if we agreed that this is

5

the way you compete, that such a partnership could be welded.

6

That's where you get your subsidies that permit Japanese

7

products to compete favorably in foreign markets.
And we can have all the technology, et cetera, but

8

9
10

f

're going to subsidize and we're not, it makes it

rather difficult to compete.
And so, my point very simply is, as we go through

11

12

t

13

recognize the type of relationships between government and

14

the private sector.

15

form, believing that the marketplace works best when not

16

interfered with by government.

17

only theory, we could never have that in this country either.

comparisons, which I

think we should, I

You know, philosophically, in its purest

18

CHAIRMAN GARAMENDI:

19

SENATOR SEYMOUR:

20

never have.

think we must

And I

realize that that's

Never have.

On one extreme-- that's right,

On one extreme.

And then on the other extreme, a partnership

21

22

between business and government such as we find the example

23

in Japan.

24

Otherwise, we're operating in a vacuum.

25

product we come up with, we won't be able to do anything with

26

it.

27
28

Those factors must be taken into account.

MR. WALDHORN:

The final work

Senator, that's been a major theme

of our work, how one constructs working public-private
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partnerships.

We've been very impressed, over the last two

2

years, at the willingness of private leaders to look towards

3

new forms of partnership.

4

We've had partnerships, of course, in this country,

5

in this state.

I mean, the California water projects are a

6

partnership of no

7

CHAIRMAN GARAMENDI:

8

MR. WALDHORN:

9
10
11

The whole agricultural system.

-- no small amount.

But -- and

we're not going to do what the Japanese have done, though
there are lessons to be learned there.
But I think we also need to caution that the

12

Japanese cannot be underestimated, and have done an

13

extraordinary job, and will continue to be a major challenge.

14

They're going to have problems that maybe we've

15

worked through the past 15 years.

16

problem of bring women into their workforce.

17

dealt with with the problem of housing their workforce

18

adequately.

19

mobility of those people who don't pass the career exams and

20

go into the topflight positions.

21

'rhey've not dealt with the
They've not

They've not yet dealt with the problem of the

They've a whole series of social problems that as

22

their economy matures -- you've all worked through those

23

problems here over the past 15 years.

24

to be able to turn back to some public-private partnerships.

25

Maybe now we're going

And I think leaders on both sides may be ready to

26

try some uniquely American experiments.

Maybe the Japanese

27

are going to have to turn to some of the legislative issues

28

you've had to worry about for a while.
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SENATOR SEYMOUR:
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One other point, Mr. Chairman, if

2

I might.

3

isn't already here, we're on the cutting edge ready to

4

happen.

5

And that is another area that seems to me, if it

What I'm talking about is, we're going through this

6

era of deregulation.

7

not an economist nor qualified -- on the other hand my

8

instincts tell me that deregulation will lead, once again, to

9

a recycling of something very close to monopolies.

10

It appears to me -- and I certainly am

The little guys or the medium sized guys are going

11

to get squeezed out.

12

as a prime example of that type of activity beginning to take

13

place.

14

And we can look at the airline industry

Senator Alquist and Senator Petris pointed at the

15

merging activity and the takeover activity.

16

of that has to do with a search for a higher bottom line

17

profit which drives our stock prices.

18

manipulative game.

19

I believe some

And so it isn't all a

There's economic motivations behind them.

My point is -- the other question is can we in

20

government permit large companies, who represent basic

21

industries, and get back to your point about wealth, John,

22

permit that type of environment, knowing that that is

23

positive in one sense, in the sense that drives all of the

24

little businesses and keeps them growing and moving.

25

But on the other hand, politically, can we, and

26

socially, can we accept the fact that in some of these basic

27

industries, it's going to be fewer and fewer players who are

28

at the core.

I'm not sure that we can.

PETERS SHORTHAND REPORTING CORPORATION
3433 AMERICAN RIVER DRIVE, SUITE A
SACRAMENTO, CALIFORNIA 95825
TELEPHONE (916) 972-8894

63

MR. HENTON:

I think the critical thing that's

2

happening right now, both internally, deregulation is

3

stimulating a type of restructuring, if you will, of a set of

4

key industries, whether it be airlines or finance.

5

At the same time, foreign competition is forcing

6

some of these same changes.

And what we're really

7

experiencing right now in most of the major industries is a

8

very important, what economists call a restructuring.

9

each of the numbers of firms are changing, in some cases

10

getting smaller.

11

coming about, which is harder for us to see.

12

Where

But in other cases, they're new innovations

Take, for instance, finance or communications.

13

They are a lot of new businesses out there emerging in those

14

areas, that are so small now we can barely see them.

15

may be the hope for the future, if we can maintain an

16

innovative, competitive environment.

17

And the same thing in financing.

That

What we defined

18

as the financial industry ten years ago is different now.

19

Sears is into financing.

20

what's happening is that we're feeling the effects of these

21

restructurings.

There's a whole other -- so I think

And they're painful.

But we're seeing also, the opportunity for new

22
23

businesses to emerge.

24

economy has been that openness, if you will, to new

25

businesses.

26

And part of the health of California's

And I think that's part of the uncertainty that we

27

face here.

Why we can't target very well.

Because we don't

28

really know what some of those new industries are.
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1

We wouldn't have predicted a video cassette

2

industry five years ago.

3

whole environment is critical.

4

an economist, Joseph Schumpeter, who coined a phrase many

5

years ago.

6

creative destruction.

7

are being created and old ones are going away.

8

9
10

And now it's growing up.

And that

So in that sense-- there's

And it's a difficult one to-- but he called it
And the idea is that new industries

And that's what's happening right now.
the midst of that.

We're in

And deregulation is part of that.

What we need to do is make sure that people can

11

adapt to it.

12

that people can adapt to the new jobs.

13

resources are critical.

14

getting people into jobs and able to take advantage of that.

15
16

The job, the point that Walter Hoadley made,
That's why human

So that we can have retraining,

But we're caught in the middle of that right now,
and there's nothing we that we can--

17

CHAIRMAN GARAMENDI:

18

MR. QUINN:

Tony, you had a question.

Just one are that the Department of

19

Commerce has looked at.

20

cases, the semiconductor industry is a good example, we do

21

the research and the initial development here, and then when

22

the manufacturing phase comes, we are the victim of raids

23

from other states and other countries.

24

We've noticed that in a number of

Are you going to be looking at what we can do,

25

perhaps, in the promotional area, and also what we do in the

26

cases where we get out-promised by other states, some of

27

which don't fulfill their promises?

28

(Laughter.)
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MR. HENTON:
2

This is an international problem, if

you look at it in terms of, for instance, biotechnology.

3

A large number of the innovations that have gone on

4

in research in biotechnology has occurred in Cambridge,

5

England.

6

are in England.

7

And very few of the new businesses in biotechnology
They're being captured here in California.

So, it's an international-- what, basically, the

8

question is one of technology captured, which is, when new

9

research is going on in a university, how do you capture that

10
11

in terms of the development of new manufacturing.
That's where the linkages between industry and

12

university and the ability of new entrepreneurs to take some

13

of these ideas and commercialize them are critical.

14

there are lots of barriers that we need to look at in that.

15

And

But there's also some opportunities in terms of new

16

financing and others.

But, I think, to get back to

17

Senator Seymour's point, which is, in terms of partnerships

18

what we have are a series of small partnerships.

19

relationship between universities and industry is critical in

20

terms of a partnership in this area.

21

commercialize new technologies and create new businesses.

22

New partnerships and education and training are

The

How do you

23

growing up all around the state.

The same thing.

So it's a

24

series of individual partnerships, rather than a sort of

25

superstructure of partnerships.

26

But I think your point is a critical one, and we'll

27

be looking at that, what are the barriers to commercializing.

28

CHAIRMAN GARAMENDI:

The University of California,
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in all of its various campuses and activities, is probably,
2

3

I'm sure, is the biggest technology generator in California.
Obviously, we directly influence what that

4

University does, or should I say, indirectly, but nonetheless

5

have great influence.

6

It's an area that we will be touching on very much,

7

this whole technology innovation, how to capture it, how to

8

use it, how to keep it here.

9

And part of it is the capital formation that was

10

talked about earlier, the training/retraining issues, those

11

kinds of things.

12

It will be very much a part of our study.

Which brings us to our next participant, Tony Quinn

13

from the Department of Commerce.

14

undertaken several studies, two of which, I think, Tony is

15

16
17

The Department has

ing to bring to our attention today.
MR. QUINN:

Tony.

Yes, Mr. Chairman.

Thank you very much

for inviting us here.

18

I wonder if I might ask the Deputy Director of the

19

Office of Economic Research, Janet Turner, to come on up for

20

the questions.

21

CHAIID~N

22

MR. QUINN:

23

CHAIRMAN

24

MR. QUINN:

25
26

GARAMENDI:

Certainly.

Come up now.

GARAI~NDI:

Janet, come up and join us.

She's been involved somewhat more than

I have with some of these studies.
Thank you very much for this opportunity to

27

represent Kirk West here today.

And to discuss with your

28

Select Committee some of the activities the Department of
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Commerce has undertaken to create jobs in California.
2

Upon taking office in 1983, the new Administration

3

commissioned a long-range planning study titled "Job Creation

4

for California in the Decades of the 80's."

5

Out of that study came the state's promotion and

6

marketing programs, including the $5 million tourism

7

marketing campaign, and a major business development

8

advertising effort, both of which are aimed at raising

9

California's profile.
This job creation study also cited a number of high

10

11

growth new technology industries which California should

12

cultivate for future job development.
Not surprisingly, the study noted that California

13
14

is recognized as the principal state for high technology

15

industry.

16

the focus of our Department has been to encourage a climate

17

of growth for advancing technology industries in California,

18

and much of this has consisted of an effort to promote

19

California as the basic manufacturing locale for these new

20

industries.

We have clear advantages we can build upon, and so

Our thinking has been guided by the fact that high

21

22

technology driven manufacturing has provided much of the

23

growth in employment in the state in the past ten years.
I have brought with me two charts which show what I

24
25

mean.

26
27

28

-oooMR. QUINN:

You will notice on this first chart

that ten years ago, manufacturing employment in California
amounted to 1.6 million jobs, a little more than eight
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1

percent of the nation's 19 million total manufacturi

2

By

3

California, more than ten percent of the nation's total.

4

jobs.

1984, however, we had 2.1 million manufacturing jobs in

And this line here shows that our manufacturing has

5

grown at a more rapid pace than the nation as a whole.

6

-ooo-

7

When we look at where this has taken place, we

8

found that that more than 40 percent of this growth has taken

9

place in electronics manufacturing, the high technology

10

industries.

11

California's job creation and manufacturing future is.

12

And we think that that's really where

Our new predominance as a manufacturing state is

l3

partially the result of the general decline in industrial

14

activity in the rust belt states, and the continuing movement

15

of manufacturing employment into the sun belt and westward.

16
17

!

It is also due to the changing nature of this area,

I and

the need for more high skilled labor.

19

I manufacturing in the electronics, for
I intensive, the growing sophistication

20

I

18

I

While much of the

instance, is labor
of these industries

suggests a need for a more highly educated labor force, and
here California leads the way.

21
22

II

We want to make the advancing technology industries

23

I

more aware of California first as they look for locations for

24

I

I

the future.

25

For example, we have been stressing that we have

26

more than 1400 industrial research laboratories in in this

27

state, that we lead the nation in university research and

28

development.
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Some $950 million of the $7.3 billion spent
2
3

nationally on university R and D is spent here.
Given the competition we experience for other sun

4

belt states, particularly for high technology development and

5

manufacturing, we feel a need to re-remind investors that

6

California is still number one, and that we want their

7

industries to settle and to stay here.

8
9

For instance, we have recently produced this
biotechnology brochure, and I've got several copies to pass

10

out to the Committee members.

11

industrial marketing campaign.

12

This is a part of our

The biotechnology industry was born in California.

13

We have more then 25 percent of all the

14

30 percent of the jobs are here.

15

u.s.

companies here,

There are some estimates that this industry could

16

employ as many as 150,000 Californians in the next decade.

17

But we are going to have to fight for these jobs.

18

Our research into the needs of biotechnology

19

convinced us the industry wanted to hear two things.

20

California would provide the research facilities for future

21

development, and that we can assure them a predictable

22

regulatory climate.

23

That

In this brochure, we stress the state's leading

24

role in university research, and we have quotations from

25

several recognized academic leaders in the field, to the

26

effect that California is the place for advanced research in

27

biotechnology applications.

28

We also noted state policy that California does not
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1

intend to impose any restrictions on biotechnology research

2

and testing, beyond those of the national institutes for

3

th, which are the federal guidelines, and that any future

4

state regulatory actions will be taken only after careful

5

consultations with this industry.

6

Much of our success in keeping advancing technology

7

industries in California depends upon our being able to

8

anticipate their needs and to respond more creatively than

9

our competitor states.
One of the recommendations of our 1983 study was

10
11

that California target certain high-change industries for

12

special attention.

13

industry studies to identify their future driving forces.

So we are undertaking a number of

We have contracted with the Institute for the

14
15

Future, which is located in Menlo Park, to study 12

16

industries and industry sectors for us.

17

The Institute has already completed a study of the

18

robotics industry, and I have a copy of their report for the

19

Committee, also.

20

This is an industry in California that is

21

anticipated to grow from about $45 million currently in

22

sales, to as much as 500 to $800 million during the next

23

decade.

24

This report that I have here gives us a profile of

25

the 1ndustry, which is, as Doug noted, is

26

midwestern industry now, because robots are so much used in

27

automobile welding and assembly.

28

largely a

But we have found that the future needs will be for
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clean.room applications and in the semiconductors industry.
2

One of the ways we're going to be able to reduce the cost of

3

semiconductor manufacturing in California, bring the industry

4

back to this, is through the use of robots.
Only 11 percent of today's robots are used in

5
6

electronics, but up to 50 percent of that usage will be in

7

electronics in 1995.

8

that its future markets are here in California.

So we want this industry to understand

The other industries for future study include

9
10

information processing, telecommunications, advanced

11

electronics, medical equipment and.apparel.

12

In information processing, we have contracted for

13

studies in computer software, with special emphasis here on

14

the artificial intelligence area, the most advanced

15

programming.
We will look at information services, which we have

16
17

identified as a $2 billion industry involving some 700

18

companies nationally now, involved in such things as

19

electronic data bases, home shopping and electronic banking.
Many of these are the services of the future.

20

21

22

23
24

25

26
27

We

will also look at computer manufacturing, an area that is
currently undergoing difficulties, but where we see promise
for California as the manufacturing itself becomes more skill
intensive.
In telecommunications, we have asked the Institute
to study terminal equipment, such as interoffice
communications systems.

This, we believe, is a whole new

28
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industry that is springing up in part as a result of the
2

breakup of

AT&~.

3

We will also examine telecommunications services,

4

including the networks, satellite communications, that type

5

6

thing.

Again, this is going to be driven out of the

breakup of AT&T.
We have divided electronics into three sectors.

7

8

Electronic components, including semiconductors and digital

9

equipment where again, we are seeing slumps now, but which we

10

believe particularly in digitals, that there is a good future

11

for us.

12

but we still think that we have the edge there, or have a

13

potential future edge.

Consumer electronics, where imports are hurting us,

And a final area is what's called computer

14
15

integrated manufacturing, the so-called factories of the

16

future, where computers will be used for the design, and for

17

the actual manufacturing on the assembly floor.

18

General Motors Saturn plant is going to be a good example of

19

this.

The new

California has a natural advantage in this

20

21

industry, because so much of the research in computer

22

integrated manufacturing is occurring through our university

23

24

tern.
In medical supplies, we are looking at the

25

scientific laboratory equipment, including such advances as

26

fiber optics and imaging.

27

We will also study drugs and pharmaceuticals, again

28
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with the stress on biotechnology and new forms of drug
2

delivery.

3

Finally, we are going to examine the apparel

4

industry, with an eye toward sectors that could be

5

revitalized and redirected towards California, such as

6

advanced design work and automated sewing.

7

As the leading state of the Pacific Rim, we feel we

8

are positioned to take advantage of opportunities for growing

9

trade and distribution in that area.

10

We are also doing, as a separate project, looking

11

at two of California's lagging industries.

12

a report on lagging industries in the state.

13

We just completed

We are looking specifically at food processing and

14

the lumber and timber industries.

15

food processing, which we cataloged the problems in the

16

industry.

17

initiatives.

18

We have done one study of

We are now taking a look at any possible state

In our industrial development effort we have tried

l9

to identify the driving forces that guide growing industries,

20

as well as heading off problems in the lagging industries

21

before they cost us jobs.

22

Within the Department we have the economic

23

adjustment unit, which is particularly sensitive to plant

24

closure problems.

25

involved with is the office of business development, which is

26

concentrating on getting California more plant openings.

27

In 1984 some 417 companies located or expanded

28

their operations nere, which created $2.8 billion in new

The main office in the study that we are

PETERS SHORTHAND REPORTING CORPORATION
3433 AMERICAN RIVER DRIVE, SUITE A
SACRAMENTO, CALIFORNIA 95825
TELEPHONE (916) 972-8894

74

investment for the state.
2

Thus far this year, we have had 97

plant openings, which is ahead of the 1984 numbers.
Our effort largely consists of trying to match a

3

4

company's need with an available California site.

5

my office, creating a computerized data base of 192 different

6

California communities, which will include economic and

7

demographic data for each one of them.
We have made a proposal to General Motors for

8
9

We are, in

several possible sites for the new Saturn plant.

We are also

10

very actively bidding to the Department of Energy for the

11

Super Conductor-Super Collidor project, which was referred to

12

earlier, which we feel that, again, California, because of

13

our university edge, is the uniquely qualified state for

14

that.
We have found that the keys to economic

15

16

development, particularly in these advancing technology

17

industries, are an enlightened, progressive state government

18

attitude towards business, a desire to sell California's

19

numberous attributes, and a perception that California is a

20

good place to do business.
We were particularly pleased last week to receive

21
22

the new Alexander Grant and Company study of state

23

manufacturing climates, which shows that California moved up

24

five places among the states, as an appealing location for

25

manufacturing.

26
27

28

I states

[ed

We now rank 25th among the 48 contiguous

in manufacturing climate; as recently as 1980 we
45th.
We have found that we don't have to out-promise our

--------------------------------------------------------------------~
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competitive states, we just need the facts.

Much of the

2

current state interest in economic development, you will

3

remember, arose out of our loss of the famous MCC

4

microelectronics consortium to Austin, Texas, in 1983.

5

If you will remember at that time, Admiral Bobby

6

Inman said he didn't think California had a strong enough

7

commitment to education.

8
9

Well, since MCC went to Austin, we have had a lot
of fun telling this fact to companies around the nation.
~as

The

10

Lone Star State

suffered a Texas-sized fiscal headache as

11

the price of oil has dropped, and Texas has had to cut back

12

on educational commitments, while in California, we are

13

providing

14

our history.

the greatest increases in educational financing in

At the Department of Commerce, we believe we have

15
16

the best product to sell, the State of California itself.

17

look forward to working with legislative committees such as

18

tnis one, to help identify and encourage industries that are

19

critical to the future, and to help formulate policies

20

benefical to all the people in the state.
If I can answer any questions about any of the

21

22

projects we have undertaken.
CHAIRMAN GARAMENDI:

23
24

format.

25

are any.

26

We

Let's continue with our

We will go back and forth with questions, if there

A couple come to my mind, Tony.

It appears as

27

though the work of the Department of Commerce has accelerated

28

in recent years, and has met with some considerable success.
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It appears also that, it seems to be, you're

l

2

focusing on, how do we tell the California story.

3

MR. QUINN:

4

CHAIRMAN GARAMENDI:

That's correct, Senator.
So it's mostly on that side.

5

What I would like this Committee to spend its time on is not

6

so much that issue, as important as it is, but what are the

7

underlying factors that make California a story worth

8

telling.

9

And there's a difference, I think here, of

10

considerable note.

I'm wondering if the Department is

11

working in that area, of the underlying factors of what you

12

have going.

13

so that we can tap those recources and use them.

I really want to know what resources you have,

MR. QUINN:

14

Yes.

Well, we certainly have the

15

office of economic research.

16

are really looking at in these studies -- it goes beyond the

17

promotional area.

18

And these studies -- what we

We're looking at, what are the driving forces of

19

these particular industries.

What's going to be nappening to

20

them in the future.

21

California's approach to them.

22

them.

23

on job creation.

24

also understanding what is happening.

And then, how can we help to shape
And California's response to

Our whole job in the Department of Commerce is to work
Now that's both a promotional one, it's

So our effort is really is twofold.

25

I think that

26

we will -- I'm very impressed with the number of the items

27

that Steve and Doug have mentioned as to what SRI is going to

28

be doing.

I think that's going to dovetail with some of the
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things that we are looking at.
2

Because we feel we can't promote the State, unless

3

we really know what is happening what is happening to the

4

industries within the state.
CHAIRMAN GARAMENDI:

5

6

Okay.

You have one study out,

I guess, two studies completed.

7

MR. QUINN:

That's correct.

8

CHAIRMAN GARAMENDI:

9

time frame on those?

10

MR. QUINN:

And the rest are-- what's the

Well, we hope to have the initial

11

studies from Institute for the Future sometime in the fall.

12

We have an October deadline.

13

What we will do, we will get a draft from them.

14

Our business development people will go over it, see how

15

useful it is for them.

16

they will prepare final studies that are similiar than the

17

robotics study.

18

We will, then, give them input and

And we're going to prepare promotional pieces from

19

those.

Contact industries, kind of companies in that area

20

throughout the country.

21

then, in California.

Do what we can to interest them,

22

CHAIRMAN GARAMENDI:

23

MR. HENTON:

Very good.

Doug?

I think that the issue that I think,

24

there's an interesting relationship between looking at the

25

technologies of the future, which I think is what most of

26

these studies are doing.

27
28

And what seems to be the critical issue facing us
now which is, how do we apply those technologies, both in new
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1

industries and in our existing industries, and look at the

2

development technology as the input to the users.

3

think in each of these areas -- robotics being a critical

4

example, is the question there relates obviously to our

5

advanced manufacturing competitiveness.

6

And I

How can we get the tools to be able to have that

7

factory of the future?

8

degree

9

sort of a technology push here of technologies coming out of

~o

And I guess the question is, the

which these studies are being done.

And there's

10

the labs.

11

of industries in California to adopt those technologies.

12

I guess both of those are --

13

14

But there's also the pull in terms of the ability

MR. QUINN:

Yes.

We are very interested in the

whole manufacturing area.

15

That's where our director, Kristy Campbell, has

16

her emphasis.

And, as I say, our primary purpose is

17

job creation.

18

scale of things that they do in trying to bring companies

19

here, and trying to get companies that are here to expand.

20

It's both knowing what the underlying, advancing

21

Our business development office has a whole

technologies are, and then picking out a strategy for

22
23

And

ifornia to approach them.

Janet, did you want to add

anything to what I've said, here?

24

MS. TURNER:

I think the important point is that,

25

r

erring back to what Senator Garamendi said, that the

26

reports are not solely promotional in nature.

27

reports that we are getting from the consultant are very

The actual

28
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substantive in terms of what are the changing forces in the
2

industries.

3

And the Department is then using them to do a

4

promotional piece that may highlight what are California's

5

advantages at this point.

6

from which a lot of policy considerations can come.

7

But then it's also a springboard

Getting back to your point about the applications

8

of these new technologies.

One of the industries that we are

9

studying in this initial set is the apparel industry.

And

10

we're doing that as almost a test case, if you will, for the

11

consultant to see how they can treat that industry.

12

Obviously, the treatment they give to a mature

13

industry would be different than they're going to give to the

14

existing

15

application of new technologies.

16

MR. WALDHORN:

industries~

And one key element of that will be the

Senator, I can't resist pointing out

17

to the Department of Commerce and SRI has strong programs in

18

both biotechnology and robotics.

19

your promotional material.

20

MR. QUINN:

21

(Laughter.)

22

MR. WALDHORN:

23

MR.

24

people to list.

Okay.

QUINN:

Assets of the State.
Believe me, we have been looking for

And you will get listed.

25

CHAIRMAN GARAMENDI:

26

brochure will show SRI there.

27

28

And you ought to list us in

The next printing of the

I think we're ready to wrap this one up.

I want to

thank the participants, Senator Alquist for staying with us
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1

throughout, Senator Seymour and Senator Petris for joining

2

us.

3

scneduled to be there along with Senator Seymour.

4

Senator Alquist, you'll be able to make it also.

I think our next meetings we'll have, Senator Nielsen is

5

Perhaps

Our next meeting, next roundtable, will be on July

6

2nd.

It will take place at the Rockwell International

7

facility in Los Angeles.

8

retraining and education of our work force.

9

factor.

10

And it will be on the training and
The human

Our principal speakers will be from the community

11

college area.

Dr. Robert Noyce from Intel will be

12

participating and will be actually, I think, leading the

13

discussions there.

14

you deal with how do you deal with the human factors.

15

make sure that our population is prepared for the

And it will be on the issue of, how do

16

emerging technologies and they're capable of change.

17

changing with the economy of California.

18
today.

20

much.

22

And Steve, thank you.

Tony, Janet.

Thank you very

It's been a very useful and interesting morning.
A great way to get this whole Committee started.

Thank you very much.

23

(Thereupon the hearing was concluded

24

at 11:45 a.m.)

25

And

Doug, thank you very much for your participation

19

21

How do

--ooo--

26
27
28
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